
I n t e r n a l  Revenue S e r v i c e  Department o f  t h e  T r e a s u r y  
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Date : 
, . 
, . * * * * * * *  * * *  * * * * * * *  ***********  Key Distr ict :  ******   

********** *********** *** * * * *  
* *  * * * * * * *  * * *  P e r s o n  t o  Contac t :  * * * * ******  
*** * * *  **** * * * * *  *****   
**********  ***  ***** Telephone Number: ************ 

Dear A p p l i c a n t :  

T h i s  is a  f i n a l  a d v e r s e  d e t e r m i n a t i o n  l e t t e r  i n d i c a t i n g  t h a t  your  
o r g a n i z a t i o n  d o e s  n o t  meet t h e  r e q u i r e m e n t s  of  s e c t i o n  5 0 1 ( c ) ( 3 )  of t h e  
I n t e r n a l  Revenue Code f o r  tax y e a r s  b e g i n n i n g  a f t e r  ********  **  ****. 
The a d v e r s e  d e t e r m i n a t i o n  is b e i n g  made a c c o r d i n g  t o  t h e  e n c l o s e d  
t e c h n i c a l  a d v i c e  r e c e i v e d  from t h e  N a t i o n a l  O f f i c e  of  t h e  I n t e r n a l  
**** nue S e r v i c e  s e n t  t o  t h e  ******   Key District o f f i c e  on ****** **  
****.  

C o n t r i b u t i o n s  t o  your  o r g a n i z a t i o n  are n o t  d e d u c t i b l e  under  s e c t i o n  1 7 3  
o f  t h e  Code. 

You a r e  r e q u i r e d  t o  f i l e  F e d e r a l  income t a s  r e t u r n s  on Form 1041 f o r  
a l l  y e a r s  a s  s t a t e d  i n  t h e  t h i r t y  day l e t t e r  m a i l e d  on ********  * *  ****.  
You shou ld  f i l e  t h e  r e t u r n  w i t h  your  key D i s t r i c t  D i r e c t o r ,  EP/EO D i v i s i o n ,  
u i t h i n  t h i r t y  d a y s  from t h e  d a t e  o f  t h i s  l e t te r  u n l e s s  a  r e q u e s t  f o r  an 
e x t e n s i o n  of  t i m e  is g r a n t e d .  P r o c e s s i n g  o f  income t a x  r e t u r n s  and 
a s s e s s m e n t s  of  any t a x e s  due  w i l l  n o t  b e  d e l a y e d  because  you have  f i l e d  a 
p e t i t i o n  of  d e c l a r a t o r y  judgment ~ n d e r  s e c t i o n  7428 of  t h e  Code. You shou ld  
f i l e  r e t u r n s  f o r  l a t e r  t z x  y e a r s  w i t h  t h e  a p p r o p r i a t e  s e r v i c e  c e n t e r  shown i n  
t h e  i n s t r u c t i o n s  f o r  t h o s e  r e t u r n s ,  

I f  you d e c i d e  t o  c o n t e s t  t h i s  d e t e r m i n a t i o n  under  t h e  d e c l a r a t o r y  
judgment p r o v i s i o n s  o f  s e c t i o n  7428, a p e t i t i o n  t o  t h e  Uni ted  S t a t e s  Tax 
C o u r t ,  t h e  Uni ted  S t a t e s  C o u r t  o f  Cla ims,  o r  t h e  D i s t r i c t  Cour t  o f  t h e  
Uni ted  S t a t e s  f o r  t h e  D i s t r i c t  o f  Columbia must b e  f i l e d  w i t h i n  n i n e t y  
d a y s  from t h e  d a t e  t h i s  d e t e r m i n a t i o n  was m a i l e d  t o  you. C o n t a c t  t h e  
c l e r k  o f  t h e  a p p r o p r i a t e  c o u r t  f o r  r u l e s  f o r  f i l i n g  p e t i t i o n s  f o r  
d e c l a r a t o r y  judgment. 

We w i l l  n o t i f y  t h e  a p p r o p r i a t e  S t a t e  o f f i c i a l s  of  t h i s  a c t i o n ,  a s  r e q u i r e d  
by  s e c t i o n  6104(c)  o f  t h e  Code. 

If you have any q u e s t i o n s ,  p l e a s e  c o n t a c t  t h e  p e r s o n  whose name and 
t e l e p h o n e  numbzr a r e  shown i n  t h e  h e a d i n g  o f  t h i s  L e t t e r .  
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Taxpayer's Name: *************************** 
************************* 
******

T?.xpyerls  Address: *************************** 
**************** ********

Taxpayer's Identification Number: ********** 
Years Involved: All 

.Date of Conference: ************* 

Issue: 

Whether a trust, which was created solely to provide 
supplemental retirexent benefits to a named empl.syee of an 
organization exempt under section 501(c)(3) of t h e  Internal 
Revenue Code, qualifies for exemption under section 501(c)(3)? 

Facts : 

************************************************************ 
***** (the l******************tn) was formed undez a Trust 
Agreement on ************** between ************************* 
**** , the Trustee, and *************** (the I**********l') an 
organization which had been recognized as exempt from federal 
income tax under section 501(c)(3) of the Code. ******** has the 
right to remove the trustee and appoint a successor trustee. 

Subseque********e date of the ******************'s exemption 
**********************************ary.s,ubsidiary, 
********************************** (l**NH1l) merged into another 
health care system effective *************. .The new entity 
resulting 'fro***************er is ************************* .,* . . .  -* * * * * * * * * * * 

,, k************* : ( * * * * * * * t h * * * * * * )  . **** ***r,m';;**********f1 i.wi1'1- .be,.:used in 
. . .  .... . .  *** **********o. ****** **  **** ******** *   .tox,re?er.. , ,  .-. .............. *   .t&'.bot**************** *****:  ............ bef ore;-:the., , .............. merger. , ; . . . . . . .  .and .:.: .. " ************* :. ,ast&$(:,t~i&~~~~~~~,;b ** .....;?... ... ;:<.;:;::><~;if<~,:~~~~.:~.t ; .,?:?!>; :: . . . . .  .,; . . .  - .:, 

** * ** . . . . . . . . . - .  ... * . . . . . . .  .. > * * > .  . 
. . .  

" -- ,.. . ,, :, - , ~ <  ,:,.. . . . . .  . . . . :. , .  ' : * ; : *  . : :... ." ' , __  < ..:.. *.>-. ,*.;;-..>;,::;.,:.;:.. ;:, '. ' . ,  . .; . . . . . .  .,.... ,,&',,.. . . . I ,  .- C .  .*.. ., l*.' 8'. 
" 

-********~h'~$~~ :.{i& \c.-egempt'' f rom::.'fede~$l:;~income .-tax :under sect-on 
501 (c) (3) 3.of?:the.;:Code.-?-. It. serves ..,as.!ithe - . . . . .  % ::p.a<ent .corporation. of a 
multi-~or'~orat~" health:' care system. *********an owns and operates 
** hospitals and * nursing homes. *****.additiona1 hospitals . . .  hzvs zffiliaticn err~ngea2nts it1cZ **********. ***********
provides certain financial planning, marketing, human resources 
and aaminiskrativs servicss to the aZFiliates. ********** anC 
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*********** * * * ************************************ 
** *****c 

its affiliated hospitals have ***** licensed beds. ********** 
also owns and operates ** separately incorporated physician 
clinics, and manages * additional clini**. ********** and its 
subsidiaries also own and operate over ** diversified health care 
businesses. *********nts projected operating revenue for **** is 
$*** million. Entities which now make up the ********** system 
had assets of approximately $*** milllr,n for the year ending 
*****************. 

********************** was created for the purpose of giving 
******** a funding vehicle to provide supplementary retirement 
benefits for***** ****************** under the ************ 
**********************. He also participates in a qualified 
pension plan described in section 401(a) of the Code. It is a 
defined benefit plan under section 401(a) and the benefit is 
calculated based on the employee1s final pay, social security 
payments, and length of service. The tax rules applicable to 
such trusts prevent the distribution of the full formula amount 
to persons compensated at *** *******rls level. Accordingly, 
******** agreed to provide 2 benefit to ************ under a 
non-qualified ratirament program, the principal purpose of which 
is to provide a benefit which, when added to the benefit under 
the dOl(a) qualified plan, is equal to the full formula amount. 

************ participates in another plan called the 
********************************************************** (the 
'*********************************************"). ************ 
*************************************** is a defined contribution 
type of benefits plan which requires ******** to contribute 
******* each year until ************ ceases employment with 
********. ***************************************************** 
***** (the "*************************************tr1) was created 
simultaneously with the ****************** for the purpose of 
giving ******** a funding vehicle to provide 'these additional , ; 
retirement.benefits for ************. ************************* 
******************* has also filed'an application,.for'recognition of . *  * 
exemption .under sectio;.~ .501 (c) (3 ) of - .  the?;.~ode .. . %and.:. has -..yet to. . .  

. . receive.~;a~~ruling.~on . .. ,, its ,application. . , ,  . . .  : , . _ . _ . .  . . 
. . . . . . 

'... . .  ., . . 

' - . '  . ***************er., Age **, is' currently'-;the .:Chief ':Executive':: 
Off icer.;iof***********pan : . Until *********** ********93************* ********. .was 
'Prgs,i.,d~n**,:., &**********Pan an.d C********************************Of *.;. -:As 
Chief,,i:Exec,utive::. Officer .o**********~p******************.:.is:,?;:. ... ~ 

respori~ibl~ f oF;:'bverseeing************ti********* ***********'h~g~~. system 
and its *****O'employees. ************, an experienced hospital 
administrator, works more than ** hours per week for***********. 
Fie has held offices in a number of health care professional 
orgznizations and is z inember of the board of 2irectors of e 
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****************************** 

number of organizations. He is a member of the*******-person 
Board of Directors of **********. 

, .: . . . . I . 
On * * * * * * * ********, ... you issued ' ****************** 

determination in connection with the ******************'s 
exemption applicatien. In a letter dated *****************, the 
****************** submitted its protest to your adverse ruling. 
Upon review, the********* Appeals Office suggested that you 
withdraw your adverse ruling and forward this matter for 
technical advice to us since a companion applicetion, the 
**************************************, was under consideration 
by this office. Your adverse determination has not been 
withdrawn. 

Section 501(c)(3) of the Code provides exemption to 
crganizations organized and operated exclusively for educational, 
charitable, or other exempt purposes. 

Section 1.501 (c) (3) -1 (c) (1) of the regulations provides that 
an organization will be regarded as lloperated excl~sively~~ fox- 
cne or more exempt purposes only if it engages primarily in 
activities which accomplish one or more such exempt purposes 
specifies in section 501(c)(3). An organization will not be so 
regarded if more than an insubstantial part of its activities is 
not in furtherance of an exempt purpose. 

Section 1.501 (c) (3) -1 (d) (1) (ii) of the regulations provides 
that an organization is not organized or operated excfusively for 
one or more of the purposes specified in section 501(c)(3) of the 
Code unless it serves a ~ublic rather than a private interest. 

Section 1.501 (c) (3) -1 (d) (2) of the regulations provides the 
term,-l~har,itable~~ is used in section 501(c) (3) of the Code in its 
gene.rally.: acc,epted..~~legal':%knse .and: incluaes the relief of the 
poor". and 'distresses or . .,. I,.II.. of~.:the':.underprivileged, . and., the promotion 
of social welfare" by organ~z.atidns": deslgried :to lessen 
neig~l;prhop&~~..ten,ions ,~jjto,'~eli~minat :.prejudice ... , . . < .. . .<and .. . . discrimination, .. . . or :..to :;=&b.gs;.$*d ';-Unit,.r ,;det&*i'bratib;n. . , "." : , 

' . ,;:.: -.. .;:!(c:- :;&.>~~>~.~...:~,L-.>, ....;~q;;~;,!~.,; Oa.:.L.:;. &,,>:: 2.;. ...,.,;.; .;... :... . . . .  . 
-7 ' . ' - ... ,.* ".. .: .' . ,. >:. , ;t y<+; !,,..7,*,L,< ;!,+..;;;y:,; :,:;. ;, ..::;2.4:,.*c. ,...;;;:.g $:: ;! ..,, ,!.+:,:;.!i<:. ,~.,~;.,~;!;;.?3~. i: . :' . -  , :.. , .-, . . . . . ,;. ,... , I -  ,.p.r.., - ' - . . . , , ,  . . . :  . .  , .  .. ' . : l . : . . . -  , . .,.. . .:., :: .,< f .  ., . . , . . I  ,, .. ' 

7.~,li.~iis'skli . . ,.. :ti v'.ii~llen,...s:~l~,7., U. S ;  . , l e t  ;.I67 ;(198"2) , the:, supreme 
. - .. .' : C~~~t~s~s~f~gdi',th~t~z;t!lya~~~t&i;ig-.t~uSt;; Ar!ha*;.:${i$$dt#i~aeed I :?  . ..be for .. . 

the'%enefitiicf an indefinite number of,persons;.fbr if'all the 
beneficiaries are persor!sl-ly designated, the trust lacks the 
essential element of indefiniteness, which is one characteristic 
of a legal charity." See also Thomason v. Commissioner, 2 T.C. 
441, (1943); Davis v.  omm missioner, 55 T.C. 416, 424 (1979); 
Scott The Law of Trusts § 375 (4th ed. 1989). 
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Rev. .: ~ul'...:: 56-138 , 1956-1:;~. B,. '.-;2 02 , heid:..that ::a ;.trust .. 
organized and operated by an:>mployer for the primary purpose of 
paying:pensions to its retiredemployees was not organized 
exclusively for charitable purposes to be entitled to exemption 
under section 501 (C) (3) of the Code. 

Rev. Rul. 68-42>, 1968-2 C.B. 207 held that an organization 
created pursuant to the will of a stockholder of a company to pay 
pensions to all retired employees of that company did not qualify 
for exemption under section 501(c)(3) of the Code. The pension 
benefits were paid to all retired employees aze 65 or over, 
regardless of their economic resources. Although the comTany did 
not have a pension plan, its retired employees gznerally received 
social security 2ayments. The company did not contribute f~i7Z~ 
to the organization nor did the company have any control over its 
affairs. The organization in this case did not pay pensions on 
the basis of need. It did not show that the retired employees of 
the company as a class lack the necessities or conforts of life. 
Accordingly, the organization did not qualify for exemption from 
Federal income tax as a charitable organization under section 
501(c) ( 3 )  of the Code. 

Rev. Rul. 72-147, 1972-1 C.B. 147, held that an organization 
Zormea to provide low income housing to families (but gave 
preference to em~loyees of the individual who crsated and 
controlled the organization), was not described in seczion 
501(c)(3) of the Code, because the organization served the 
private interests of the creator rather than the public interest. 

Rev. Rul. 73-126, 1373-1 C.B. 220, held that an exempt 
organizationls payment of reasonable pensions to retired 
er?.ployees at the discretion of its Board of Directors does not 
adversely affect its exempt~status. The organization carried out 
its'charitable program through a staff of salaried employees. It 
had.: no .established retirement, plan. for ..these .employees ;but. nas 
f olloqe,d'?a b.ge.neal .:gracti-ce. of - peinga.;pensions to. retired ' 
~enp~oyee$,:;at;.~th& l.II......: . . . .. .. . . . ?'disc%eti&n . . . 'of . : i t s ~ < ~ o a r d j ! ~ ~ f i ~ i ~ ~ i r e c t & ~ ' k  ;$::>$he, . .- 

:-., . recipierits.&a+:no :;c-;\'f,orcea.kle.irights': toi,.paMent,. -..; -The ipensions : . . . ::! , , .--,. .-: : .F: ...,*. : : :.,,..,*.:; , ? .  . ,..p s., :-.&? --:, :,n- ,..:v,. .;f*hc,--,..,. , ,I,?* ;.,::--k., .. ... .... .,.. -2,: . . - 4  :, 
, . ar$:>>&gtg$$~tgieieS ;Ibut,.:+r-epres ent.~-i~eXrf3raaa:~~cOmPens 8 lol?:!)for;- past , '. .. . i+?.>$2+;& ;.,-, $6,;; ,.-.,e...9d,, ,,L ?,,. "..;.,;~) - ,... . , .!., *..,=,. ..< ..,. .,.. ,. ..,..: .<...,&,..\ -.;=.:::. , . - .. ......,. ' -... :y. '.' -, 

.>'s'ervxce,s ... .. . . - : .. _ ';.~are:~re~so,nable:;~in . , . ... ;{amount ;$as :;coqpensat > -,,,.:- .: ion';?fo,r:~.such~: - " ,.:, 
: ser%.i,ces;-- and.. would.~be~~deductibleslfor~~~ederal~~~ income .;tax:, purposes , . . . .  -, .*, .. if ,.,-lncu -, .:.I.$+. red,!(l '>,..>A. .-;the .... .- :... .fico*dt=t :. ..;: ;!*f ,'f'.&='i:6!$.; ht&.!i'se5 g, ,-:.,::..: :$h&.:;:vz.?,..7'., -' ,payment!:.of' 
pensions to retired'enployees is an accepted method of. employee 
compensation used by many public and,'private organizations. 
Sincs the payinents for the pensions in this case were reasonable 
compensation i r i  the light of the surrounding circumstances, tney 
are a proper expense in the operation of the organization's 
charitable progran and did not constitute the improper use cf the 
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organization's charitable resources, nor-do they constitute 
inurement of the organization's net earnings to private 
individuals within the meaning of section 501(c)(3) of the Code. 

Rev. Rul. 76-41, 1978-1 C.B. 148, held that a trust created 
by an exempt hospital for the sole purpose of accumulating and 
holding funds to be used to satisfy malpractice claims against 
the hospital, and from which the hospital directs the 
bank-trustee to make payments to claimants, was operated 
exclusively for charitable purposes and is exempt from tax under 
sectioa 501(c)(3) of the Code. By serving as a repository for 
funds paid in by the hospital, and by naking paymen'is at the 
direction of the hospital to persons with malpractice claims 
against the hospital, the trust was operating as an integral par-: 
of the hospital. Of equal importance is the fact that the trust 
was performing a function that'the hospital could do directly. 

Rationale: 

**********************'s primary objective is to provide 
************ with a supplemental retirement benefit in accordance 
vith his employment agreement with ********. **************** 
*****'s primary activity is to hold and invest funds to provide , 

deferred compensation benefits to a single person who is not a 
member of a charitable class. 

While a charitable organization may pay reasonebls 
retirement benefits to its retired employees (Rev. Rul. 73-126), 
and a tax-exempt hospital may create a subsidiary exempt trust to 
satisfy its liability insurance claims (Rev. Rul. 78-41), these 
rulings do not suggest, nor does any other legal authority 
indicate, that a trust created by a charitable organization to 
benefit a single employee may be exempt as a charitable trust 
under section 501 (c) (3) ,;:.oc,, the Code. . By engaging. primarily in 
*************t in furtlierance of an e~em~t~'~ur~************** 
*************t;.is :,not. opa$rat.ed iexclusively, ::f or.:rone:,or . . . . >,more exempt 
p<~'po"s~&~; @u.fg~ifi.t.:'t'o. 2'6eti'Gfi gbl (c~;~,~~).,z~]cl (i) ;fbf .,;the 
regulations. . . *.... . . .. . _ _  . . _  . . ,-.:..; i. ,.:*, .. ' 

, ,; ,,!..,, ;<....;:*. ~>;$$~;.;,:;~.;,',..:. .,,: ,.<,. L ; : . : ' ~ ~ = 2 : . r a ~ x + ;  - . ' . - . . ,  .:.>, .; .. -:.: ' .:.. " . .:; :,:', ' . . . ..~_ . .. , . , , . .- . ( . .  . . 
.. _ . I  _ . . I . / .  - , , . ,. . .>.;  yo"';:^;:::,:: ;- . . , , , .  . . . , , , i . : , ,  . - . - - ;",.::.<' .. ..... '. -. - . ,  .. . 

**** .,- 
-:~~&her, ~b,ecause~~*************..,L,,::b. ,:;: * * * * * * * * * * * ~ r u s ~ : ~ ~ ~ ~ r v e s ~ - t h e  * * * * * ** * * * ** ., , .. , -:. , . benefit .: 

of a de~i'gnated~'i;rivate-i::~nd&vidual, .-, - . .. i't'2:f ..-. .- d,il~,~,the;;~ublic . :interest ' 
requirement of section::1.501 (c) (.3) -1 (d')i(l') (i'i)" :6'f t h ~  
regulations. In this.-regard, the so1e':purpose of this trust is 
to provide one individual with a supplemental retirement benefit. 
Any benefit to the public is minor or incidental. The trust is 
organized for the benefit of a single beneficiary and not fcr a 
charitable class. The trust's representatives assert that the 
provision of retirement benefits to the chief executive officer 
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of its'controlling hospital furt'ners the* exempt purposes of t'ne 
hospital. In our view, the relationship between the compensation 
of one individual and the furtherance.of a hospital's exempt 
purposes is not a compelling one and'does not overcome the fact 
that the primary purpose of the trust is to provide substantial 
retirement benefits to a private individual* 

We conclude that ********************** is operated for the 
s=kstsntZal bsiiefit of siic ifidividuai contrary to the 
requirements for exemption under section 501(c)(3) of the Code. 
ComPare Rev. Ruls. 56-138 and 68-422. Rev. Rul. 73-126 is not 
relgvant to the disposition of this matter since the applicant 
trust under review has been established for one individual. 

We.also find that ********************** is distinguishable 
from the trust described in Rev. Rul. 78-49. Whereas that trust 
was formed by a hospital to be operated to defray claims against 
the hospital or its doctors, and thus benefitting the hospikal, 
the applicant Trust was operated to defray a specific expense for 
the benefit of a single person. 

Conclusion: 

Based on the foregoing, ********************** which was 
created to provide supplemental retirement benefits to a single 
employee of an organization described under section 501(c)(3) of 
the Code does not qualify for exsmption under section 501(c)(3). 
We concur with your adverse ruling. 



D i s t r i c t  
D i r e c t o r  

******** * * *  *******  
************ ********** 
*********** *** * * * *  
* *  ******** * * *  
**** * * *  **** * * * * *  ******  
*********** ***  ***** 

*** *****  ******** * * * *   
*******  * * * * * * ***** 

Employer I d e n t i f i c a t i o n  Number: 
********** 

Pe r son  t o  Contac t :  
***  * * * * *  l  

Telephone Number: 
****  ******** 

Refer Reply t o :  
I n t e r n a l  Revenue S e r v i c e  
***** ****  ****** **** **** 
* * * *  * * * * * ****** ****** * * *   
*******  * *  ***** 

Date : 
H@b' l.1 si% 

Dezr App l i can t :  

We have cons idered  t h e  app l i c a t i . cn  f o r  r e c o g n i t i o n  of e:<emption frem f e d e r a l  
income t a x  under s e c t i o n  5 0 1 ( c ) ( 3 )  of t h e  I n t e r n a l  Revenue Code f i l e d  by 
*******  * * *  *******  ***********  ********** *********** *** * * * *  ( t h e  
' r ' ? l -~~t ' r )  * * * 

T!?e i n f o r m a t i o : ~  submi t ted  i n d i c a t e s  t h a t  t h e  T r u s t  was formed under  a T r u s t  
Agreemsnt on ****** ***** * * *  between * * * * * * * *  ****  * * * * * * * *  * * * *  , t h e  
'?I-ustee, and ******** * * *  ( * *  ******** " ) ,  a n  o r g a n i z a t i o n  which had keen 
recognized as exempt from f e d e s z l  income t z x  under  s e c t i o n  5 0 1 ( c ) ( 3 )  of t h e  
':ode. 

Subsequent t o  t h e  d a t e  of  t h e  T r u s t ' s  exenp t i on  a p p l i c a t i o n ,  *******  and i t s  
Fxinary s u b s i d i a r y ,  *****************  * * * * * * *  * *  .  ("***"] morged i n t c  
sno:her h e a l t h  c a r e  system e f f e c t i v e  *****  *  ****. The new e n t i t y  r e s u l t i n g  
t r o m  t h e  merger is ********* *****  ******* *********   ( "********  " ) .  The 
*. - . - rm "******* " w i l l  be  used i n  t h i s  l e t t e r  t o  z sFe r  ts bc th  ********  be fo r e  
cke merger and *********  s f t e r  t h e  merger .  

*********   s e r v e s  2s thn n ~ r ~ n t  c o r p c r z t i = n  of a mu i t i - sg rgo ra t e  h e a l t h  c a r e  
*** ;..:,tom. *********  Duns 2r.d ,2pera tes  * *  h e s p i t a . l s  2!1d * nursi.??c; h e m e ~ .  ****   
:.:dFticnal h c s ~ i t a l s  !?F.~% ~ f f i l i a t i c n  arrangemente  v i t h  * * * * * * * *  n .  
********** ,  rotr rides c e - t z i n  f ina!lcial  ? l ann ing ,  msr:ket i n q ,  humar. r'2source.s a!?d 
=. :l;:F:;is.trat i v e  s e r v i c ~ s  tc =f f i l i a t e s .  *********   ar?d ~ t s  ~f fi liat,eci 
[.,,c.... .-... . I i , a l ~  . !?eve * * * *   lice!?seb beds .  ********   q l s a  Ci\v'i?S 23:1 c s ~ r ? . t o s  **  
.- .l...l.:rltej.:~ -. .. j.!lcorl:crated physic izr .  c i i * * * * *** lnanagez ** r?riditi3::al c?Fr.ics. 
*********  S~?- . .~ !  2nd its s g h s i d i 2 r j - e ~  z lsc  o~ir.  2nd apf:-?te 9ve.z **  !?iver:ifir-c:'. 
*****  ** - ~ U ~ ~ Z S S E C  * * * * * * *  p ~ : : ? - )  3 :13j1?atfd c?ezzt:~!: ro1jgr.c~ fcr******* - i c >- * ** * 9* l .  Zntities vhich  nciq nzlce up * * * * * * * *   systen h2d asse ts  of  
- ,- ** ** ..:  . o;.:ln,.-?r,ly rj**** :?il-Gisn 2 ~ :  ~~~~ -.:==y cn****** * * * * * * * * * * *  **  * ****   . - .  .. --- 
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. . . . .  . The preamble t o  t h e  T r u s t  Agreement i n d i c a t e s  t h a t  t h e  T r u s t  was c r e a t e d  f o r  
t h e  purpose  of g i v i n g  *******  a f u n d i n g  v e h i c l e  t o  p r o v i d e  supp lementa ry  
ret ire1nen.t  b e n e f i t s  f o r  *** ******  *** ******* .  The T r u s t  h o l d s  d e f e r r e d  
compensation f u n d s  t h a t  w i l l  be  p a i d  t o  *** * * * * * * * .  

* * *  ******* ,  age  ** ,  *  * * * * *  y  t h e  Chief  E x e c u t i v e  O f f i c e r  of  ********* .  
U n t i l  * * * * * *  * * * * ,  *** * * * * * * *  was P r e s i d e n t  o f  *******  and Chief 
E x e c u t i v e  O f f i c e r  of ***. A s  Chief  ' ~ x e c u t i v e  O f f i c e r  o f  ********* ,  * * *  
*******  is r e s p o n s i b l e  f o r  o v e r s e e i n g  t h e  o p e r a t i o n  o f  t h e  *********  sys tem 
and i t s  *****   employees.  

The T r u s t  w i l l  c o n t i n u e  t o  be  used  f o r  *** * * * * * *  r ' s  d e f e r r e d  compensation 
arrangement  w i t h  ********  .  A s  C!l.ief E x e c u t i v e  O f f i c e r  of ********* ,  *** 
* * * * * *  l -  w i l l  c o n t i n u e  t o  s e r v  .-..:;.!I- t h e  same employment agreement t h a t  was 
i n  f o r c e  immediate ly  p r i o r  t o  t h e  merger .  

S e c t i o n s  1.1 and 1 . 4  o f  t h e  T r u s t  Agreement i n d i c a t e  t h a t  t h e  T r u s t  Agreement 
i s  2 "co~nbineii t r u s t  and d e f e r r e d  compensation arrangement"  which f s r m s  a  p a r t  
of t h e  supp lementa l  r e t i r e m e n t  b e n e f i t s  p rov ided  under  t h e  Employment 
Agreement between *** *******  and ******* .  The T r u s t  Agreement somet.imes 
r e f e r s  t o  t h e  T r u s t  a s  t h e  "Fund" and t h e  D e f e r r e d  C o m p e ~ ~ s a t i o n  P-rrangement as 
"Arrangement . " 

S e c t i o n  1 . 3  of t h e  T r u s t  Agreement p r o v i a e s  t h a t  t h e  T r u s t  is formed 
e x c l u s i v e l y  f o r  c h a r i t a b l e  purposes  arid i n  c o n n e c t i c n  t h e r e w i t h  e x c l u s i v e l y  
f o r  t h e  b e n e f i t .  o f ,  and t o  a s s i s t  i n  c e r r y i n g  o u t  t h ~  purposes  of * * * * * *  ,  an 
~ r g a n i z a t i o n  d e s c r i b e d  in S e c t i o n  5 0 1 ( c ) ( 3 )  of  t h e  Code, by p r o v i d i n g  
r e t i r e m e n t  b e n e f i t s  t o  an employes cf * * * * * *  .  

S e c t i o n  2 . 2  cf t h e  T r u s t  Agreernellt p r o v i d e s  t h a t  t!le T r ~ s t e e  e h L i  rnaintc in  22 

"Account" t o  x e f l e c t  t h e  i n t e r e s t  cf *******  in t h e  Fund. The $-cccunt s h a l l  
Se d e b i t e d  o r  c r e d i t e d ,  ss t h e  
c 2 s e  may be ,  ( i )  f o r  %IIE e n t i r e  m o u n t  of  e v e r y  c o n t r i b u t i o n  r e c e i v e d  by t h e  
T r u s t e e  under  t h e  terms of t h e  Arrangement on b e h a l f  o f  ******* ,  ( i i )  e v e r y  
d i s t r i b u t . i o n  o r  e:<pense payment made t o  o r  on e c c o u n t  o f  * * * * * *  r ,  and ( i i i)  
t h e  income, g a i n  o r  l o s s  a l l o c a b l e  t o  t h e  Account.  

::ec+io:~ 2 . 4  of t h e  T r u s t  Agreement r e q u i r e s  * * * * * *   t o  c o n t r i b u t e  an amount 
ecg.-".l t o  $*****  t o  t h e  T r u s t  on b e h a l f  cf  *** * * * * * * *  ~ i l c h  y e a r  a f t e r  ****,  
ant:l such t ime  a s  
*** *******  r  c e a s e s  enylcyment u i t h  * * * * * * * .  It a l s o  p r o v i d e s  t h z t  t h e  T r u s t  
e l s o  r e q u i r e s  *******  tc z o n t r i b u t e  a c   mount e q u a l  t c  t h e  t o t a l  amount ~f 
c o n t - r l b u t i o ! ? ~  t!lat r,rcuic? !lave been !nzde :f ail o b l i g a t i o n  to c c c l ~ ~ t r i b u t e  a t  t h e  
:-3t' cf  ?4******* !?.2c? been in e f f e c t  from ****** **** * * * *   t h r o u c h  ********  *** 
******** pi!~s zn zqcunt  of ir?t?rsst t h a t  wouid ! ~ z v e  be211 c r ~ d i t e d  or1 sucl? 
, : ~ p t r i b u t i o n s    ti t h e  rat.? cf i n t e r s s t  bosn e q c a l  t~ *%. 

5-ctlm 3.i 3 5  t h e  T r u s t  Agreement g r o v l d e s  t h e t  t h e  Trcstoe ~11211 i?isSc:-ze 
zor?ls acij ,z:ky.or ? r o p ~ , r t i e s  from t h e  Fund on 1 2 i z e c t i c n  cf*********  2': Yr.; '"li.me 
c r  t-mes r 2  -zhs ci- !>ayees soncFfi~2 b y  ********  iy ?iy~ctil?s ts 
~ ? - . t e + - = ~  - - .,,,,.,: sus j%ct: tz fsllr:.;L1?:~: w?--r! * * * * * *  ********* 1" E ~ ! t ~ ! ~ y n ~ t l - ~ ? t   it!! 

snv  ~ ~ ~ ~ s c ! - ,  F::ci:.~jiz~ rjfat!l, t!?e X c c c u ~ t  s!?ali 25 *******  cezses fz:: ,.., 
, J :  c - - - : b . , L t a r l  - ., **** ************** -,. !,i c ZS,-,.=~T p ,  . - ,  . * * - . 7 i * I . - - II? t!?e 



. .. . . .  , . . .  . ;.": . . 
. . .  I : .  ,: :. 

. . 

* *  ***** * *   . -3- 

e v e n t  t h a t  *** *******  d i e s  a f t e r  h e  had t e r m i n a t e d  employment and h e g i n s  t o  
r e c e i v e  payments from t h e  T r u s t ,  a l l  unpa id  m o u n t s  t o  which *** *******  
would have been e n t i t l e d  i f  h e  had !-ived s h a l l  be  d i s t s i b u t e d  t o  t h e  
b e n e f i c i a r y  d e s i g n a t e d  by *** *******  r  a t  such time o r  t i m e s  and ii. such 
manner as LifeSpan i n  i ts sole d i s c r t ! t i o n  s ' a l l  d e t e r m i n e .  

S e c t i o n  7 . 2  of t h e  T r u s t  Agreement, i n  p a r t ,  s t a t e s  t h a t  t h e  "Fund s h a l l  b e  
' f o r  t h e  e x c l u s i v e  purpose  of p x ~ v i d i n g  b e n e f i t s  t o  *******  under  t h e  
Arrangement and h i s  B e n e f i c i a r i e s .  P r i , o r  t o  s a t i s f a c t i o n  o f  a l l  l i a b i l i t i e s  
w i t h  r e s p e c t  t o  *******  o r  h i s  b e n e f i c i a r i e s ,  no p a r t  o f  t h e  c o r p u s  o r  income 
of t h e  Fund a t t r i b u t a b l e  t o  s a i d  Arrangenlent may be used  f o r ,  o r  d i v e r t e d  t o ,  
p u r p o s e s  o t h e r  t h a n  f o r  t h e  e x c l u s i v e  b e n e f i t  of * * * * * * *  o r  h i s  
b e n e f i c i a r i e s " .  I n  a d d i t i o n ,  t h i s  s e c t i o n  a l s o  p r o v i d e s  t h a t  any s u r p l u s  
p r o p e r t y  re inaining a f t e r  t h e  payment o f  a l l  b e n e f i t s  under  t h e  Arrangement 
s h a l i  be  t r a n s f e r s e d  t o  ******* ,  p rov ided  i t  i s  exempt under  s e c t i o n  
5 0 1 ( c ) ( 3 )  a t  t h a t  t ime o r  t o  a n o t h e r  s e c t i o n  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  i n  t h e  
e v e n t  *******  would llot be exempt a t  t h e  time of  t h e  t r a n s f e r .  

The T r u s t ,  a s  o f  ********  **  * * * * ,  had a s s e t s  i n  t h e  amount of $******  .  Ic 
r e s p o n s e  t o  o u r  i n q u i r y  as t o  why it a p p e a r s  t!lat t h e  T r u s t  i s  o v e r  funded,  I t  
was e x p l a i ~ ~ e d  t h z t  the $*****  annua l  r a t e  of c o n t r i b u t i o n  p rov ided  f o r  i n  
Sec.  2 . 4  of t h e  T r u s t  Agreement i s  t h e  m o u n t  c f  d e f e r r e d  compensation t h a t  
was o v e r  acd above t t le c a s h  compensatic:? o t h e r w i s e  p a p b l e  t o  *** *******  and 
+,!!at i n  a d d i t i o ~ l  t o  t h e  $*****   d e f e r r a l ,  some of  what was o t h e r w i s e  payab le  
zs c a s h  compensation ( b a s e  s a l a r y  and i n c e n t i v e  compensat ion)  was agreed  by 
*** *******  and *******  t o  be d e f e r r e d  under t h e  t e rms  governed ky t h e  
*******  ***********  ********** *********** *** * * * * .  ( F o r  income t a x  
pur!mees, lt was f u r t h e r  s t a t e d  t h a t  **** *******  took t h e  . z d d i t l o n a l  
c c n t r i b u t i c n s  i n t o  income as i f  p a i d  i n  t h e  f o r n  o f  c a s h  c c n p e n s a t i o n . )  

I n  a d d i t i o n  t o  t h e  T r u s t ' s  d e f e r r e d  compensation p l a n ,  * *  *******  a l s s  
p a r t i c i p z t e s  i n  twc o t h e r  d e f e r r e d  ccmpensat ion a r r l n g e n e n t s .  T5s Eirst i s  
t h e  * * * * * * *  ******  * * *  ,  u h i c h  was s t a t e d  as "a so-s? l l ed  ? O l ( a J  q u a l i f i e d  
plan" c o v e r i n g  approx imate ly  ****** o t h e r  employesi  of * * * * *  ~ n  and i t s  
a f f i l i a t e s .  The p l a n  is a d e f i n e d  b e n e f i t  t y p e  o f  p l a n .  The b e n e f i t  fo rmule  
proy!ides a b e n e f i t  e q u a l  t o  ****  % o f  f i n 2 1  pay,  minus **** 9 of S o c i a l  
S e c u r i t y ,  pro-ra ted clownr~ard f c r  s e r v i c e  less than  ** y e a r s .  The t a x  r u l e s  
z p p l i c z b l e  t o  401(a) q u a l i f i e d  p l a n s  p r e v e n t  t h e  f u l l  amount of t h e  formula  
b s n e f i t  from b e i n g  p rov ided  t o  p e r s o n s  compensated a t  *** * * * * * *  r ' s  l e v e l  
end ,  f o r  t h a t  r e a s o n  *******  p r c v i d e s  a b e n e f i t  under  a non-qual i f ied  
1-2tirement progrcm, t h e  p r i n c i p a l  pnrpose  of which is t o  p r o v i d e  a b e n e f i t  
v h i c h  (when d d e d  t o  t h e  b e n e f i t  from r h e  ;Ol(a) q u a l i f i e d  p l a n )  i s  equa l  t o  
t h e  unreduced formula  amount set o u t  above.  

The second p l a n  is c a l l e d  * *  * * * * * * *  * * *  * * *  * * * * * *  *********  
*********** *** * * * *  ( . the  " * * *  ******* * * * * " )  L ike  t h e  T r u s t ,  t h e  * * *  
* * * * * *  * * * *  s o l e l y  p r o v i d e s  r ~ t i r e m e n r  b e n e f i t s  t o  *** ******* .  The * * *  
* * * * * *  * * * *  h a s  a l s o  f i l e d  an  a p p l i c a t i o n  f o r  r e c o g n i t i o n  of fxemption under  
s e c t i c n  5 0 l ( c ) f 3 !  cf t h e  Code and has  y e t  t o  r e c e i v e  a f i n a l  d e t e r m i n a f i c n  zf 
r cs a p p l i c a t i o n .  

? z r  t h e  y e a  * * * * *  ,  *** * * * * * *  r ' s  t c ~ a i  compensztion w a s  5* * * * * * * * * * .  **  
******* r was p a i d  by ******  ~,  b u t  p a r t  of t!~? ccmpensat ion !?as a l ? o c a t e d  5: 



**** . * * *  * * * * * *  r ' s  base  s a l a r y  and i n c e n t i v e  compensation was $******  and 
c o n t r i b u t i o n s  t o  employee b e n e f i t  p l a n s  was $***** .  *** * * * * * * * ,  an 
exper ienced  h o s p i t a l  a d m i n i s t r a t o r ,  works more t h a n  ** h o u r s  p e r  week f o r  
********  .  H e  has h e l d  o f f i c e s  i n  a number of h e a l t h  care p r o f e s s i o n a l  
. o r g a n i z a t i o n s  and is a  member o f  t h e  b o a r d  o f  d i r e c t o r s  of a number o f  
o r g a n i z a t i o n s .  H e  is a  member o f  t h e  * * * *  p e r s o n  Board o f  D i r e c t o r s  of 
********  .  

The average  t o t a l  compensation i n  **** of t h e  'chree h i g h e s t  p a i d  *******  
employees o t l l e r  t h a n  *** *******  was $******  w i t h  an  e v e r a g e  s a l a r y  of 
$******  and a n  a v e r a g e  b e n e f i t  c o n t r i b u t i o n  of $***** .  The h i g h e s t  *******  
employee b e n e f i t  compensation f o r  anyone o t h e r  t h a n  *** *******  i n  **** was 
$***** . 

S e c t i o n  5 0 1 ( c ) ( 3 )  o f  t h e  Code p r o v i d e s  exemption f o r  o r g a n i z a t i o n s  which a r e  
o r g a n i z e d  and o p e r a t e d  e x c l u s i v e l y  f o r  r e l i g i o u s ,  c h a r i t a b l e ,  s c i e n t i f i c ,  
t e s t i n g  f o r  p u b l i c  s a f e t y ,  l i t e r a r y ,  o r  e d u c a t i o n a l  p u r p o s e s ,  no p a r t  of t h e  
n e t  e a r n i n g s  of which i n u r e s  t o  t h e  b e n e f i t  of  p r i v a t e  s h a r e h o l d e r s  o r  
i n d i v i d u a l s .  

S e c t i o n  1 . 5 0 1 ( ~ ) ( 3 ) - l ( c ) ( l )  o f  t h e  r e g u l a t i o n s  p r o v i d e s  t h a t  an  o r g a n i z a t i o n  
w i l l  be r e g a r d e d  a s  "opera ted  e x c l n s i v e l y "  f o r  one o r  more exempt purposes  
o n l y  i f  it engages  p r i m a r i l y  i n  z c t i v i t i e s  which acccinplisl l  one o r  more such  
exempt purposes  s p e c i f i e d  i n  s e c t i o n  501 ( c )  ( 3 ) .  An o r g a n i z a t i m  \:ill n o t  be 
s o  regarded  i f  more than  an i n s u b s t a n t i a l  p a r t  of i t s  a c t i v i t i e s  i s  n o t  i n  
f u r t h e r a n c e  of an  exempt purpose .  

S e c t i o n  1 . 5 0 1 ( ~ ) ( 3 ) - l ( d ) ( l ) ( i i )  of t h e  r e g u l a t i o n s  p r o v i d e s  t h + t  an 
o rgan iza t io r?  is n o t  orqa1:ized o r  o p e r a t e d  e ~ c l u s i v e l y  f o r  one o r  more of t h e  
pc rposes  s ~ e c l f i e d  i n  s e c t i o n  5 0 1 ( c ) ( 3 )  of t!le Code u n l e s s  i t  s e r v e s  z p u b l i c  
r a t h e r  t h a n  a  p r i v a t e  i n t e r e s t .  

S e c t i o n  1 , 5 O l ( c ) ( 3 ) - l ( d ) ( 2 )  of t h e  r e g u l a t i o n s  p r o v i d e s  t h e  term " c h a r i t a b l e "  
i s  used i n  s e c t i o n  5 0 1 ( c ) ( 3 )  o f  t h e  Code i n  i t s  g e n e r a l l y  accep ted  l e g a l  s e n s e  
and i n c l u d e s  t h e  r e l i e f  of t h e  poor  and d i s t r e s s e d  o r  c f  t h e  u n d e r p r i v i l e g e d ,  
and t h e  promotion of s o c i a l  w e l f a r e  by o r g a n i z a t i o n s  d e s i g n e d  t o  l e s s e n  
neighborhood t e n s i o n s ,  t o  e l i m i n a t e  p r e j u d i c e  and d i s c r i m i n a t i o n ,  o r  t o  combat 
community d e t e r i o r a t i o n .  

I n  g ~ . s s e l l  v. A l l e n ,  10? U.S. 1 6 3 ,  1 6 7  (19821, t h e  Supreme C c u r t  s t a t e d  t h a t  
c h a r i t a b l e  t r u s t s  "may, 2nd indeed n u s t ,  Se f o r  t h e  b e n e f i t  cf an I n d e 5 i n i t ~  
number o f  p e r s o n s ;  f o r  i f  a l l  the b e n e f i c i a r i e s  Ere p e r s o n a l l y  d e s i g n a t e d ,  t h o  
x r u c t  l z c k s  t h e  e s s e n t i a l  e lement  of i n d e f i n i t e n e s s ,  which i s  one 
c i ? a r a c t . e r i s t i c  of a l e g a l  c i l a r i t y .  " See sllso Thomason v .  Commissione& 2 T .  C .  
.a<! ,  (1043); Davis 13. Comrnission1~, 55 T . C .  4 1 6 ,  424  ( 1 9 7 9 ) ;  S c o t t  The Law of 
J 375 ( 4 t h  ed.  1 0 S 0 1 .  

Rev. 2n.l .  5 6 - i 3 8 ,  1956-1 C . 3 .  202,  h e l d  t h a t  a t r u s t  o r g m i z e d  and opera ted  by 
an employer f o r  t h e  p r i m a r y  purpose  cf paying p e n s i c n s  t? i t s  r e t i r e d  
e ~ p l o y e c s  Tqas 2 o t  o r ~ a r i z z d  e:cclusively f o : ~  c h z r i t l S 1 ?  - a u m o s e s  - t o  b e  e n t i t l e d  
t c  exampticn under sec t ion  5011C) ( 3 '  3f ihe Cado. 

P.rv. E u l .  68-41'.', 1 5 5 8 - 7  C . 9 .  20?  h e l d  thaT zn orga!?:zlation ~ ~ n s t e c !  pcrsuanx 
:a tile v.;j,lt 3f 2 c ' f , o ~ t t ~ o l d & r  cf E colnpany t o  gay p e n s l o n s  t o  a l l  r e t i r e d  
employees of that- company d i d  tlot 2 u a l i f y  r'cr e:.:e%prica 12nder s?crisc 
5 ( ) l ( r , j . ( 3  i c f  .t!:e Zed=. The .eer.sj.cn hcnefits :.lerz I , ? Z : ~  t~ r-tir55 
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employees age  65 o r  c v e r , ,  r e g a r d l e s s  o f  t h e i r  economic r e s o u r c e s .  Although 
t h e  company d i d  n o t  have a  pens ion  p l a n ,  i t s  r e t i r e d  employees g e n e r a l l y  
r e c e i v e d  s o c i a l  s e c u r i t y  payments. The company d i d  n o t  c o n t r i b u t e  funds  t o  
t h e  o r g a n i z a t i o n  n o r  d i d  t h e  company have any c o n t r n l  o v e r  i t s  a f f a i r s .  The 
o r g a n i z a t i o n  i n  t h i s  c a s e  d i d  n o t  pay  pension:; on t h e  b a s i s  o f  need.  It d i d  
n o t  show t h a t  t h e  r e t i r e d  employees o f  t h e  company as a c l a s s  l a c k  t h e  
n e c e s s i t i e s  o r  comfor t s  o f  l i f e .  Accord ing ly ,  t h e  o r g a n i z a t i o n  d i d  n o t  q u a l i f y  
f o r  exemption from F e d e r a l  income tax a s  a c h a r i t a b l e  o r g a n i z a t i o n  under  
s e c t i o n  5 0 1 ( c )  ( 3 )  of  t.he Code. 

Rev. Kul. 72-14'?, 1972-1 C . 3 .  1 4 7 ,  h e l d  t h a t  an o r g a n i z a t i o n  formed t o  p r o v i d e  
low income h o u s i n g  t o  f a m i l i e s  ( b u t  gave  p r e f e r e n c e  t o  employees o f  t h e  
i n d i v i d u a l  who c r e a t e d  and c o n t r o l l e d  t h e  o r g a n i z a t i o n ) ,  was n o t  d e s c r i b e d  i n  
s e c t i o n  5 0 1 ( c )  ( 3 )  of t h e  Code, b e c a u s e  t h e  o r g a n i z a t i o n  s e r v e d  t h e  p r i v a t e  
i n t e r e s t s  of t h e  c r e a t o r  r a t h e r  t h a n  t h e  p u b l i c  i n t e r e s t .  

Rev. Rul .  73-126, 1973-1 C.B.  220 ,  h e l d  t h a t  an exempt o r g a n i z a t i o n ' s  payment 
of r e a s o n a b l e  p e n s i o n s  t o  r e t i r e d  employees a t  t h e  d i s c r e t i o n  o f  its Soarc? of 
D i r e c t o r s  dces n o t  a d v e r s e l y  a f f w t  i t s  exempt s t a t u s .  The o r g a n i z a t i o n  
c a r r i e d  o u t  i t s  c h a r s i t a b l e  program t h r o u g h  a s t a f f  o f  s a l a r i e d  employees. I t  
had no e s t a b l i s h e d  r e t i r e m e n t  p l a n  f o r  t h e s e  employees b u t  has  fol lowed a 
g e n e r a l  p i - s c t i c e  o f  paying pens ions  t o  r e t i r e d  employees a t  t h e  d i s c r e t i o n  of 
its Board G£ D i r e c t o r s .  The r e c i p i e n t s  had no e n f o r c e a b l e  r i g h t s  t o  payment. 
The pens ions  are n o t  g r a t u i t i e s  b u t  r e p r e s e a t  e x t r a  compensation f o r  p a s t  
s e r v i c e s ,  e r e  r e a s o n a b l e  i n  ambunt a s  compensation f o r  such  s e r v i c e s ,  2nd 
would be d e d u c t i b l e  f o r  F e d e r a l  income t a x  purposes  i f  i n c u r r e d  i n  t h e  conduct  
of t r a d e  o r  b u s i n e s s .  The payment o f  pens ions  %o r e t i r e d  employees is an 
accep ted  method of  employee compensation used by many p u b l i c  and p r i v a t e  
o r g a n i z a i i o l ? s .  S i n c e  t h e  payments f o r  t h e  pens ions  i n  t h i s  c a s e  were 
r e a s o n s h l e  compensat ion i n  t!le l i g h t  of t h e  su r rounding  c i r c u m s t a n c e s ,  t h e y  
a r e  a p roper  expense  i n  t h e  o p e r a t i o n  of t h e  o r g a n i z a t i o n ' s  c h a r i t a b l e  program 
and d i d  n o t  c o n s t i t u t e  t h e  improper u s e  o f  t h e  o r g a n i z a t i o n ' s  c h z r i t a b l e  
r e s o u c e s ,  n o r  do t h e y  c o n s t i t u t e  inurement  of tile o r g a n i z a t i o n ' s  n e t  earnincrs 
t o  p r i v a t e  i n d i v i d u a l s  w i t h i n  t h e  meaning o f  s e c t i o n  5 0 1 ( c ) ( 3 )  of t h e  Code. 

Rev. Rul .  78-41, 1978-1 C.B. 145 ,  h e l d  t h a t  a t r u s t  c r e a t e d  by an  exempt 
h o s p i t a l  f o r  t h e  s o l e  purpose  of accumula . t ing and h o l d i n g  f u n d s  t o  be used t o  
s e t i s f y  m a l p r a c t i c e  c l a i m s  a g a i n s t  t h e  h o s p i t a l ,  and from which t h e  h o s p i t a l  
d l r e c t s  t h e  b a n k - t r u s t e e  t o  make payments t o  c l a i m a n t s ,  was o p e r a t e d  
c s c l u s i v e l y  f o r  c h a r i t a b i e  purposes  and is exempt from t a x  under  s e c t i o n  
5 O l ( c ) ( 3 )  of t h e  Code. 3y s e r v i n g  as a r e p o s i t o r y  f o r  f u n d s  p a i d  i n  by t h e  
h o s p i t a l ,  and by making payments a t  t h e  d i r e c t i o n  o f  t h e  h o s p i t a l  t o  p e r s o n s  
.lith m a l p r a c t i c e  c l a i m s  a g a i n s t  t h e  h o s p i t a l ,  t h e  t r u s t  was o p e r a t i n g  a s  an 
i n t e g r a l  p a r t  of t h e  h o s p i t a l .  Of e q l ~ a l  importance i s  t h e  f a c t  t h a t  t h e  t r u s r  
was performing a f u n c t i c n  t h a t  t h e  h o s p i t a l  could  do d i r e c t l y .  

The Trust's p r i m a r y  o b j e c t i v e  i s  tc! p r o v i d e  **** * * * * * *   wit!^ a supp lementa l  
r e t i r e m e n t  b e n e f i t  i n  accordance w i t h  !lis ernployrnen~ zgreement w i t h  * * * * * *  .  
Its prrmar:; a c t i v i t y  is t o  i1ol.i and i~vest fxnds  r o  p r o v i d e  d e f e r r e d  
:oml;eti .ca~i~n b e n e f i t s  t o  a s i n g l e  pe rson  1.7ho i s  !~cc  a ae!nbel- of c c h a r i t z b ' ~  
-:ltss. 

' J h i l c  5 c h ~ r i t . a b l e  or-cjar~f.z&tion may yay r e a s o n a b l e  r e t i r e m e n t  b e n e f i t s  t o  i t s  
r o t i r e d  employees (Rev. ~ u i .  7 3 . 1 2 6 ) ,  sr,d 2 k:<-exe:npt h o s ~ i t a l  mly i ' reare  a  
~ u b s i i 2 : z r ~  exempt t ry-st  - - t c  s a t i e f y  1x3  l i a f ? i l i t y  i ~ s u r a n c e  claims (Zev .  Z u l .  
78-41 ) ,  thecz  x - y ~ l i n s ~  Cc !:st s u g q e s c ,  n c r  ~ioes  any c t h e r  l e s a l  .zut!:ority 
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i n d i c a t e ,  t h a t  a t . r u s t  c r e a t e d  by a c h a r i t a b l e  o r g a n i z a t i o n  t o  b e n e f i t  a  
s i n g l e  employee may be  exempt as a c h a r i t a b l e  t r u s t  u n d e r  s e c t i o n  5 0 1 ( c ) ( 3 ) .  
By engag ing  p r i m a r i l y  i n  a c t i v i t i e s  n o t  i n  f u r t h e r a n c e  o f  a n  exempt p u r p o s e ,  
t h e  T r u s t  is n o t  o p e r a t e d  e x c i u s i v e l y  f o r  one  o r  more exempt p u r p o s e s  p u r s u a n t  
t o  s e c t i o n  1 . 5 0 1 ( ~ ) ( 3 ) - l ( c ) ( l )  o f  t h e  r e g u l a t i o n s .  

F u r t h e r ,  b e c a u s e  t h e  Txus t  s e r v e s  t h e  b e n e f i t  of  a d e s i g n a t e d  p r i v a t e  
i n d i v i d u a l ,  it f a i l s  t h e  p u b l i c  i n t e r e s t  r e q u i r e m e n t  o f  s e c t i o n  
1 . 5 0 1 ( ~ ) ( 3 ) - l ( d ) ( l ) ( i i )  o f  t h e  r e g u l a t i o n s .  I n  t h i s  r e g a r d ,  t h e  s o l e  p u r p o s e  
of t h i s  t r u s t  is t o  p r o v i d e  one i n d i v i d u a l  w i t h  a s u p p l e m e n t a l  r e t i r e m e n t  
b e n e f i t .  Any b e n e f i t  t o  t h e  p u b l i c  i s  minor  o r  i n c i d e n t a l .  The t r u s t  i s  
o r g a n i z e d  f o r  t h e  b e n e f i t  of  a s i n g l e  b e n e f i c i a r y  and n o t  f o r  a c h a r i t a b l e  
class. The T r u s t ' s  r e p r e s e n t a t i v e s  assert th?.t t h e  p r o v i s i o n  of  r e t i r e m e n t  
b e n e f i t s  t o  t h e  c h i e f  e x e c u t i v e  o f g i c e r  o f  i t s  c o n t r o l l i n g  h o s p i t a l  f u r t h e r s  
t h e  esempt p u r p o s e s  o f  t h e  h o s p i t a l .  I n  o u r  view, t h e  r e l a t i o n s h i p  between 
t h e  compensat ion o f  one i n d i v i d u a l  and t h e  f u r t h e r a n c e  of a h o s p i t a l ' s  exempt 
purposes  is n o t  a  compel l ing  one and d o e s  n o t  overcome t h e  f a c t  t h a t  t h e  
pr imary p u r p o s e  o f  t h e  T r u s t  i s  t o  p r o v i d e  s u b s t a n t i a l  r e t i r e m e n t  b e n e f i t s  t o  
a p r i v a t e  i n d i v i d u a l .  

IJe conc lude  t h a t  t h e  a p p l i c a n t  T r u s t  is o p e r a t e d  f o r  t h e  s u b s t a n t i a l  b e n e f i t  
of one i n d i v i d u a l  c o n t r z r y  t o  t h e  r e q u i r e m e n t s  f o r  exemption under  s e c t i o n  
5 0 1 ( c ) ( 3 )  o f  t h e  Code. 
Compare Rev. R u l s .  56-138 and 68-422. Rev. Rul .  73-126 i s  n o t  r e l e v z n t  t o  
t h e  d i s p o s i t i o n  of t h i s  m a t t e r  s i n c e  t h e  a p p l i c a n t  t r u s t  u n d e r  r ev iew h a s  been - 
e s t a b l i s h e d  f o r  one i n d i v i d u a l .  

iJe a l s o  f i n d  t! iat  t h e  T r u s t  i s  d i s t i n g u i s h a b l e  from t h e  t r u s t  d e s c r i b e d  ir! 
Rev. Ru l .  78-41. Whereas t h a t  t r u s t  was formed by a  h o s p i t a l  t o  b e  o p e r a t e d  
t o  d e f r a y  c l z i m s  a g a i n s t  t h e  h o s p i t a l  o r  i ts d c c t o r s ,  and t h u s  b e n e f i t t i n g  t h e  
h o s p i t a l ,  t h e  app l . i cen t  T r u s t  was o p e r a t e d  t o  d e f r a y  2 s p e c i f i c  expense  f o r  
the b e n e f i t  of  a s i n g l e  person.  

T h e r e f o r e ,  we conc lude  t h a t  t h e  T r u s t  d o e s  n o t  q u a l i f y  f o r  e:.:emption under  
s e c t i o n  5 0 1 ( c ) ( 3 )  ~f t h e  Code. 

C o n t r i b u t i o n s  made t o  you are n o t  d e d u c t i b l e  by t h o  d o n o r s  as c h a r i t a b l e  
c o n t r i b u t i o n s  a s  d e f i n e d  i n  S e c t i o n  1 7 0 ( c )  o f  t h e  Code. 

I f  you do n o t  a g r e e  ! f i th  t h e s e  c o n c l u s i o ~ ~ s ,  you may w i t h i n  30 d a y s  from t h e  
d a t e  of  t h i s  l e t t e r ,  f i l e  a b r i e f  of  t h e  f a c t s ,  law and arguments  ( i n  
d:!plicat?} which c l e e r l y  s e t s  f o r t h  your  p o s i t i o n .  I n  t h e  e v e n t  you d e s i r e  an 
r:aL d i s c u s s i o n  o f  t h e  i s s u e s ,  you s h o u l d  s o  i n d i c z t e  i n  y o u r  submissiorl .  A 
c.:nference w i l l  be a r r a n g e d  i n  t h e  Reg iona l  O f f i c e  a f t e r  we hzve had an  
? p p o r i u n i t y  t o  c o n s i d e r  t h e  b r i e f  and it a p p e a r s  t h a t  t ! ~ e  c o n c l u s i o n s  reachcil  

s t i l l  u n f a v c r e b l e  tc  you. Any sub in i s s ion  must be s i g n e d  by one o f  your 
?r:incipal o f f i c e r s .  If t h e  matter- is to' be hatldled 517 z :.eppresentative: t h e  
Conference and P r a c t i c e  B e q u i r e m e n ~ s  r e y a r i i i n g  t h e  f i l i n g  o f  a pcwer of  
a t tor! le lz  5r.d e v i d e n c e  of e n r o l l m e n t  t o  p r a c t i c e  must be met .  We have e n c l o s e d  
P u k l i z a t i ~ n  292,. Exempt Q r g a l ~ i z a t i o r ,  Appeal P rocedures  f o r  Aclverse 
D e t e r m i n a t r o c s ,  which e x p l a i n s  i n  d e t a i l  your r i g h t s  and ~ r o c e d u r e s - .  

If you do n o t  p r c t e s r  t h i s ,  dete?.!ninzition F.n. c:. ti3el.i manner,  r"Lr;lll be 
cg:?sidered by t h e  I c t e r c z l  Z e v o ~ ~ u e  Ssrv ice  2s a f a i l u r e  t c  ? x h a u s ~  ~ i r ~ i l a b l e  
2.dmi::l;:tr-tivl re!nodies. 'est=:c 7 4 3 9  ( b  ( 2  ) sf t h e  I n r e r n a l  9evo;:ue (:ode 



provides i n  p a r t  t h a t  "A d e c l a r a t o r y  judgment o r  decree  under t h i s  s e c t i o n  
s h a l l  not  be i ssued  i n  any proceeding u n l e s s  t h e  Tax Court ,  t h e  Co l~ r t  of 
Claims, o r  t h e  D i s t r i c t  Court of t h e  United S t a t e s  f o r  t h e  D i s t r i c t  of 
Columbia determines t h a t  t h e  o rgan iza t ion  involved has  exhausted 
admin i s t r a t i ve  remedies a v a i l a b l e  t o  it wi th in  t h e  I n t e r n a l  Revenue Service".  

P lease  keep t h i s  determinatioil  l e t t e r  i n  your permanent records .  

I f  you agree  w i t h  t h i s  de te rmina t ion ,  p l e a s e  s ign  and r e t u r n  t h e  enclosed Form 
6018. 

I f  we do n o t  hea r  from you wi th in  30 days from t h e  d a t e  of t h i s  l e t t e r ,  t h i s  
de te rmina t ion  w i l l  become f i n a l .  I n  accordance wi th  Code Sec t ion  6104(c) ,  we 
w i l l  n o t i f y  t h e  app ropr i a t e  S t a t e  o f f i c i a l s  of t h i s  a c t i o n .  

S ince re ly  yours ,  

******  ******  
D i s t r i c t  Di rec tor  

Enclosures  : 
Pub l i ca t ion  8 9 2  
Forln 6018 


